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ABSTRACT 

The General Accounting Office (GAO) examined the 
impact of formal total quality management (TQM) practices on the 
performance of 20 selected U.S. companies that were among the 
highest— scoring applicants in 1988 and 1989 for the Malcolm Baldridge 
National Quality Award. Several key indicators used by companies to 
measure performance were analyzed. GAO staff interviewed 
representatives of the 20 companies and representat ives of 18 groups 
concerned with issues of quality control, competi tiveness , and work 
force development. In nearly all cases, companies adopting TQM 
practices experienced overall improvements in corporate performance. 
Although each of the companies studied developed its TQM practices in 
a unique environment with its own opportunities and problems, the 
following features of TQM systems were shared by the study companies: 
customer focus; management leadership; employee involvement; open 
corporate culture; fact-based decision making; and partnership with 
suppliers. It was emphasized that, although the study confirmed that 
many different kinds of companies benefit from putting specific TQM 
practices in place, it also established that none of the companies 
reaped those benefits immediately. (Appended are lists of 
participants in the GAO review and major contributors to this 
report.) (MN) 
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May 2, 1991 

The Honorable Donald Ritter 
House of Representatives 

Dear Mr. Ritter: 

As you requested, we have examined the impact of formal total quality management 
practices on the performance of selected U.S. companies. Specifically, our report discusses 
the results of our analysis of several key indicators that companies use to measure their 
performance. We also identified several conunon features of companies’ total quality 
management systems that were shared by the companies and that contributed to improved 
performance. 

Unless you publicly armounce its contents earlier, we plan no further distribution of this 
report untU 30 days from the date of this letter. At that time, we will send copies to the 29 
members of Congress endorsing your request as well as to the Secretary of Commerce. Copies 
will also be made available to others on request. 

Please contact me on (202) 276-4812 if you or your staff have any questions concerning this 
report. The msyor contributors to this report are listed in appendix II. 

Sincerely yours. 




IfWlLw 

Allan I. Mendelowitz, Director 
International Trade, Energy, 
and Finance Issues 
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Executive Summary 



Purpose 


Achieving high levels of quality has become an increasingly important 
element in competitive success. In recent years a number of U.S. compa- 
nies have found that they could not accomplish world-class quality by 
using traditional approa^es to managing product and service quality. 
To enhance their competitive position, some American companies have 
reappraised their traditional view of quality and have adopted what is 
known as the “total quality management” model in running their 
businesses. 

Congressman Donald Ritter, with the endorsement of 29 other members 
of Congress, asked gao to determine the impact of formal total quality 
management pract' ^es on the performance of selected U.S. companies. 
This report discusses (1) what was achieved by adopting these prac- 
tices, (2) how improved quality was achieved, and (3) what lessons may 
be applicable to U.S. companies in general. 


Background 


For many years the traditional way to achieve quality was through sys- 
tematic final inspection. This approach is referred to as “inspecting in 
quality.” Intense foreign competition in general, and Japanese competi- 
tion in particular, has led some U.S. companies to adopt total quality 
management practices that are prevention based. This approach is often 
referred to as “building in quality.” 

The most widely accepted formal definition of what constitutes a total 
quality management company exists in the criteria for the Malcolm Bal- 
drige National Quality Award. This aimual award, given by the U.S. 
Ck>mmerce Department since 1988, recognizes U.S. companies that excel 
in quality achievement and quality management. 


Results in Brief 


GAO’s review of 20 companies that were among the highest-scoring appli- 
cants in 1988 and 1989 for the Malcolm Baldrige National Quality 
Award indicated the following: 

• Ck>mpanies that adopted quality management practices experienced an 
overall improvement in corporate performance. In nearly all cases, com- 
panies that used total quality management practices achieved better 
employee relations, higher productivity, greater customer satisfaction, 
increased market share, and improved profitability. 

• Each of the companies studied developed its practices in a unique envi- 
ronment with its own opportunities and problems. However, there were 
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Ex0cative SuuDBxy 



GAO’s Analysis 



What Was Achieved? 



conunon features in their quality management systems that were major 
contributing factors to improved performance. 

Many different kinds of companies benefited from putting spedHc total 
quality management practices in place. However, none of these compa- 
nies reaped those benefits immediately. Allowing sufficient time for 
results to be achieved was as important as initiating a quality manage- 
ment program. 



Performance indicators in each area gao studied showed an overall 
average annual improvement from the time companies adopted total 
quality management to the publication of the latest available data. 

Companies provided data in varying degrees based on their availability 
and company pwlicy concerning the release of proprietary data. While 
these data were sufficient to evaluate performance trends, they were 
not sufficient to conduct a statistically rigorous analysis of the compa- 
nies’ performance under total quality management. Therefore, gag’s 
conclusions are based on a combination of an evaluation of performance 
trends of the available data and the information derived from on-site 
visits. 



GAO analyzed data in foiu: key areas of corporate operations and found 
the following: 

Somewhat better employee relations were realized. EImployees in the 
companies gao reviewed experienced incsreased job satisfaction and 
improved attendance; employee turnover also decreased. Eighteen com- 
panies reported a total of 52 observations (performance measures) in 
this area. Thirty-nine out of the 52 improved, 9 declined, and 4 were 
unchanged. 

Improved quality and lower cost were attained. Companies increased 
the reliability and on-time delivery of their product or service and 
reduced errors, product lead time, and their cost of quality. 'Twenty 
companies reported a total of 65 observations. Fifty-nLie out of the 
65 improved, 2 became worse, and 4 were unchanged. 

Greater customer satisfaction was accomplished. Seventeen of the 
20 companies provided data on customer satisfaction based on the com- 
panies’ survey results of their consumers’ overall perceptions about a 
product or service, the number of complaints received, and customer 
retention rates. Twenty-one out of the 30 reported obseivations 
improved, 3 became worse, and 6 were unchanged. 
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• Improved market share and profltability were attained. As measured by 
several ratios widely used in flnandal analysis, the impact of an organi- 
zation’s quality management practices was improved profitability. Fif- 
teen companies reported a total of 40 observations in this area Thirty- 
four of the 40 increased and 6 declined. 


How Was Quality 
Achieved? 


Companies used no “cookbook" approach in implementing a successful 
total quality management system, but gao identified some common fea- 
tures that contributed to the companies’ improved perfonnance. For 
example, corporate attention was focused on meeting customer require- 
ments; senior management led the way in building quality values into 
company operations; all employees were suitably trained, empowered, 
and involved in efforts to continuously improve quality and i^uce 
costs; and systematic processes were integrated Uu'oughout the organi- 
zation to foster continuous improvement. 


Quality Management 
Practices Are Widely 
Applicable 


Some lessons learned from gao’s study are applicable to a wide variety 
of organizations. 

• The diversity of companies studied showed that quality management is 
useful for small companies (500 or fewer employees) as well as large 
and for service companies as well as manufacturers. The companies gao 
reviewed began to focus on quality in the mid-1980s; their quality 
efforts are still evolving. Nevertheless, these companies improved their 
performance on average in about 21/2 years. Management allowed 
enough time for results to be achieved rather than emphasizing short- 
term gains. 


Recommendations 


This report contains no recommendations. 


Agency Comments 


Much of the data in this report were provided by the private sector and, 
therefore, gao did not request formal comments from any federal 
agency. As requested, gao did not discuss the results in this report with 
officials of the companies studied. 
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Chapter 1 

Introduction 



Providing excellent product and service quality has become a key to suc- 
cess in competitive international markets. The level of quality expected 
by many consumers continues to increase as leading ctnnpetitors raise 
their standards of quality. In response to the demand for higher quality 
products and services, a number of U.S. firms are adopting new manage- 
ment practices. The term “total quality management” is often used to 
describe these practices. 



What Is Total Quality 
Management? 



Total quality management (tqm) is a relatively new approach to the art 
of management. It seeks to improve product quality and increase cus- 
tomer satisfaction by restructuring traditional management practices. 
The application of tqm is unique to each oi^anization that adopts such 
an approach. However, based on a review of current management litera- 
ture and on our observation of the practices of a number of U.S. compa- 
nies that have adopted tqm, it appears that a consensus has formed 
around the attributes that are common to all tqm organizations. This 
consensus is also reflected in the criteria used in the Malcolm Baldrige 
National Quality Award. 



The Malcolm Baldrige ^ August 20 , 1987, the President signed Public Law 100-107, the Mal- 

National Oualitv Award Baldrige National Quality Improvement Act. This law established 

^ ^ the Malcolm Baldrige National Quality Award, named for a former Sec- 

retary of Commerce, the late Malcolm Baldrige. The award is designed to 
recognize companies that have successfully implemented total quality 
management systems. 

The Baldrige Award is managed by the U.S. Department of Commerce’s 
National Institute of Standards and Technology and is administered by a 
consortium that includes the American Society for Qu.ality Control and 
the American Productivity and Quality Center. 

The award is presented annually to up to six companies (two each in . 
three categories: manufacturing, service, and small business) that pass a 
rigorous examination process. Applicants are evt^^j.ated by teams com- 
prised of leading quality experts from companies, government, and 
academia. The exact criteria used to evaluate companies have been 
refined slightly each year, with the trend toward requiring more 
detailed information in fewer, but more important, areas. 

Increasingly, companies view the criteria outlined in the Baldrige Award 
application as useful diagnostic tools for evaluating the effectiveness of 
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their management practices. One indicator of the interest in tqm prac- 
tices is that in 1990 over 180,000 applications were requested. Corpo- 
rate executives also see the process of £q>plying for the award as a way 
of improving their corporate knowledge of quality management princi- 
ples and practices. 


Features of Total Quality 
Management 


Companies participating in the Baldrige Award process submit applica- 
tions for examination that document their total quality management 
systen^. The application cites several features that are deemed essential 
to instituting successful tqm systems. A company must demonstrate the 
presence of each feature to score well in the examination process. Each 
of these features is discussed below. 


Customer-Driven Quality 


An essential attribute of tqm is the general understanding that the cus- 
tomer is the final arbiter of quality, tqm is based on the premise that 
quality is driven by and defined by the customer. Product and service 
atMbutes that create a perception of quality on the part of the customer 
will increase customer satisfaction and, ultimately, increase customer 
demand. 


Strong Quality Leadership 


Strong quality leadership is a key attribute of tqm. Many of the manage- 
ment practices and principles that are required in a tqm environment 
may be contrary to long-standing practice. Only a strong leadership 
team focused on quality improvement can overcome the inevitable 
inertia and resistance to change by creating clear quality goals and 
developing the systems and methods for achieving these goals. 


Continuous Improvement 


Continuous improvement, a fundamental attribute of tqm, arises from a 
philosophy that all business operations and work activities can be done 
more efficiently. It requires the development of a management approach 
that encourages identifying and seizing on-going opporcuTiilies to 
improve. 


Action Based on Facts, 
Data, and Analysis 


Another important attribute is a willingness to measure quality con- 
stantly and to identify and correct conditions causing poor quality, tqm 
is predicated on decision-making that uses reliable information and anal- 
ysis. A number of statistical techniques have been adopted to support 
this process. 
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Employee Participation 


TQM environments allow all employees to participate in helping achieve 
organizational quality goals. All employees are held accountable for 
quality and are given tools and training to fulfill this responsibility, tqm 
is based on the assumption that the employees closest to a particular 
organization’s daily operating procedures are in the best position to 
imderstand and improve the quality of those procedures. 


Brief History of Total 
Quality Management 


Quality has always been an important element of competitive success. 
U.S. companies have traditionally used a combination of final inspec- 
tions and post-production adjustments to ensure quality. Quality was 
generally not viewed as the responsibility of all employees, however. 
Specialization within U.S. companies separated the quality function 
from such areas as planning, design, production, and distribution. 


Quality Management in 
Post-War Japan 


In contrast to the specialized approach traditionally used in the United 
States, a number of Japanese companies, rebuilding from post-war dev- 
astation, adopted an innovative, integrated approach to achieving 
quality. Several leading applied statisticians and quality experts — most 
notably Drs. W. Edwards Doming and Joseph M. Juran — introduced 
quality management principles to Japanese industry. The Union of Jap- 
anese Scientists and Engineers, a private organization formed by sngi- 
neers and scholars, provided a forum for the widespread dissemination 
of statistical quality control techniques. In 1951 the group established 
the Doming Prize, with the intention of raising the quality levels of Jap- 
anese industry. Many of the management techniques developed since 
then form the foundation of the tqm principles that are gaining popu- 
larity in the United States today. ^ 


Total Quality Management 
in the United States 


Using an integrated approach to quality, a number of Japanese firms 
sharply improved their quality levels and began to penetrate U.S. mar- 
kets. In the late 1970s and early 1980s, this enhanc^ competition stim- 
ulated attention in the United States to the role of tqm systems in 
activating quality improvement. U.S. companies began to seek out 
quality management experts to try to imderstand what was happening 
and to fashion an appropriate response. Many U.S. experts contributed 
to the understanding of quality management. Among these experts • vere 
Deming, Juran, Armand V. Feigenbaum, and Philip B. Crosby. We noted 
the increasing interest in tqm in our March 1988 analysis of the growing 
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Japanese presence in the U.S. auto industry.* In that report we noted 
that U.S. auto manufacturers, “reacting to competitive pressures . . . 

began to change the way they were doing business Many of the 

features which made the Japanese model a success are now being tried 
and implemented by U.S. automakers.’’ 

The increased interest in Japanese management methods was also 
accompanied by research in the United States that documented that 
firms can reduce their costs by improving quality. Quality management 
practitioners began citing the large, hidden costs that companies were 
incurring due to producing substandard products and services. These 
costs, known as the “cost of nonconformance,’’ included appraisal, 
inspection, rework, and warranty fees as well as the cost of replacing 
customers driven away by poor quality. Some experts estimated that 
manufacturing costs could be reduced by over 30 percent simply by 
eliminating scrap and rework that occurs from correcting defects in the 
manufacturing process. 



During the 1980s the increasing importance of quality has been high- 
lighted in some studies of total quality management efforts. Examples of 
these studies include the following: 

• The Conference Board, Inc., New York, ? business research group, sur- 
veyed senior executives at 800 large U.o. o)rporations about their 
quality management practices.^ Of 149 firms that responded, 

111 reported that they had a quality management program in place. 
Thirteen of the remaining 38 said they were plaiuiing to institute tqm. 
Sixty-two respondents reported that they measured the impact of 
quality on profitability. Of these, 47 reported “noticeably increased’’ 
profits due to quality management, while only 1 firm reported decreased 
profits due to “the increased costs of providing higher quality products 
and services.’’ 

The Conference Board also interviewed senior quality executives at 
12 U.S. companies recognized for the excellence of their products and 
services and found a consensus on the following points: 
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